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CALM LENDING JUDGMENT NEEDED 
TO PREVENT A REPETITION OF OVER-FINANCING 


An Analytical View of Mortgage Practices and Appraising Today 


HEORETICALLY, mortgage 

lenders should be interested in: 

(1) The value of the collateral; (2) 
The amount of amortization and inter- 
est to be paid, and (3) Investing their 
money. 

But practically it is just the reverse: 
the third comes first, the second sec- 
ond, and the first third. Ethically the 
appraiser is only connected with the 
value of the collateral but he is con- 
sciously or unconsciously influenced by 
the other two. 

In every mortgage transaction there 
are four dis‘inct interests in the picture: 
The owner of the property, the mortga- 
gee, the mortgage broker, trying to bring 
the two together, and the appraiser, who 
should act independently of all three. 
The borrower in recent times, that is 
from 1920 on, is in most instances what 
is called a speculative builder and, 
therefore, must depend on getting his 
money out of the proposition quickly. 
As investors in real estate have fared so 
badly in the last depression, they are 
wary of investing in it again. The build- 
er can no longer reply on a sale to get his 
money out and make a profit. He has to 
make his profit from the building opera- 
tion itself and get his money out from 
the early returns. The more buildings he 
erects the more he makes. The less capi- 
tal he has in an operation the more oper- 
ations he can go into, and the higher the 
return will be on that capital. Therefore, 
it is essential that he borrow as much as 
he can and to do this he must get a high 
appraisal. 


By FRANCIS K. STEVENS 


There are many rules-of-thumb that 
lenders and appraisers used to check 
their opinion as to value— so many 
times the gross rent was one, cubical 


contents or cost was another, room 





R. Stevens is vice president 

of Brown, Wheelock, Har- 
ris, Stevens, Inc., of New York 
and recently spoke at the 
sixth annual meeting of The 
Mortgage Conference of New 
York. What he has done in this 
article is to analyze mortgage 
lending practices and _ policies 
today, particularly as they per- 
tain to appraising, and compare 
them with those of the past. In 
some, he finds reason for sound- 
ing a warning so that mistakes 
of the past will not be made 
again. About the middle of the 
article he makes some signifi- 
cant observations about loans 
made on the highest “offhand” 
appraisals and offers two inter- 
esting solutions for the problem. 





count, etc. The builders, to obtain as 
high an appraisal as possible, would 
plan their buildings to take advantage 
of these different checks, sometimes to 
the detriment of the property as a long 
time investment. All kinds of artifices 
were resorted to, such as giving free 
rent and building up the rental called 
for in the lease, so that when the leases 
were taken into account they would 
show a so-called actual rental far above 


the true rental, cornices were raised so 
that the height of the building would 
be greater, more rooms were crowded 
on a floor to bolster up the room count, 
etc. But the speculative builder him- 
self was and is only concerned in how 
little money he would have in the 
proposition, and how much net he was 
going to receive from the property so 
that he could get that little out to start 
another proposition. It is my firm con- 
viction that the speculative builder has 
little of his own money in a proposition 
after five years. He must be sure that 
he will get his equity out in that time. 
Without counting interest on his 
money, it takes 20 percent to pay off a 
sum in five years. -To do this 8 percent 
on the total value is not enough unless 
the appraised value is put so high that 
his real equity is much smaller than the 
appraised value would indicate. 
Another dangerous situation in to- 
day’s market is that we are in a time 
of low interest rates and, in my mind, 
the mortgagees are demanding too small 
an amortization. I notice that the in- 
terest and amortization in many of the 
loans that I see is approximating 6 per- 
cent whereas in the 20’s 7 percent and 
over was contracted for. Now a 1 per- 
cent saving on two-thirds of the value 
gives 2 percent on the one-third equity, 
and there is no question but that a 
property will sell financed with interest 
and amortization of 6 percent over a 
period of years, considerably higher 
than a property requiring 7 percent and 
amortization. If the criterion of values 
is the price a property will sell for and 
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not the terms under which it is sold, 
this argument is a hard one for the ap- 
praiser to answer and I believe has mis- 
led a great many. 

Consider a property leased under a 
long term net lease at a high rental to a 
tenant of good standing. It will sell for 
more than an identical property next 
door rented out to various tenants at a 
lower net return. In the above example, 
part of that sales value is due to the high 
net return. In analyzing this sale, note 
that the purchaser makes allowances in 
the price he pays so that he can amortize 
out of the high return the difference in 
value between what he pays for it on 
account of the lease and the real value 
of the property, or the value to which 
he expects the property may shrink 
at the end of the lease, if the lease is 
not renewed. But there is a difference 
in the two examples. It must be remem- 
bered that in the case of a property 
selling at a high value on account of the 
low financing, it is the mortgagee who 
has inflated the value of that property 
by his own acts; and it is he that must 
amortize this inflated value over the 
term of his mortgage or he may be em 
harrassed when it becomes due. In the 
second case, it is the owner who has con 
trol of the rentals and can amortize as 
Mortgagees and appraisers 
question very 


he wishes. 
should consider this 
seriously. 


Sees Higher Percentage Loans 
As Result of “Shopping” 


Now consider the second of the 
parties interested—the mortgagee. In 
recent times, with the exception of 
short periods of active panic, loaning 
companies have been very anxious to 
invest their money. Because of the 
chaotic conditions of the security mar 
ket and the low return of government, 
municipal and other bonds, they have 
turned again to real estate. This desire 
has become very acute and has reached, 
in my mind, dangerous proportions. 
The brokers have taken advantage of 
this condition and have been quoted as 
saying, “If you do not want this loan 
at such and such a figure another com- 
pany will take it.” The consequence is 
that there has been a steady increase in 
the last two or three years in the 
amount of the mortgages placed on 
similar properties. 

The unconscious influence brought 
to bear on the appraiser by this increase 
is that every time a loaning company 
makes a loan it is a criterion for an ap- 
praiser. He sees at what value other ap- 
praisers are valuing property, and as 
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the mortgages go up in amount, there is 
a great temptation for him also to raise 
his appraisals. 


Appraisers Usually Have Hard 
Task to Perform 


Now to the third party—the broker. 
He is interested in bringing the mort- 
gagor and the mortgagee together, and 
a very pernicious influence is brought 
to bear on the appraiser by the broker. 
The broker goes to one appraiser and 
asks him for an offhand on a piece of 
property. He goes to another appraiser 
and gets an offhand from him, and per- 
haps from others. He takes the highest 
offhand that he can get and submits it 
to the loaning company as a criterion of 
value. The loaning company accepts 
the loan subject to this offhand. An ap- 
praisal is ordered from the appraiser 
giving the highest offhand. The perni- 
ciousness of this custom is only too evi- 
dent. Appraisers are in the business to 
make a living, and by this action they 
are consciously or unconsciously put on 
the auction block. They also realize 
that if they have given an offhand there 
is a certain responsibility that they must 
live up to that offhand, and it is very 
hard for them to wiggle out of it. In 
most cases the borrower pays the ap- 
praiser’s fee and, generally it comes out 
of the broker’s commission. Therefore, 
either one or both are very apt to sit 
in the appraiser's office. If an appraiser 
has given an offhand before looking at 
a building and’on his inspection finds it 
is not being built in the manner in 
which he thought it would ke, it is very 
difficult for him to explain face to face 
this fact to the builder. Also, there is 
the disagreeable feeling of taking a fee 
when the appraiser knows his action 
has upset the deal. That condition is 
wrong, but I realize it is very hard to 
correct it in these times when profits 
are cut to the minimum and good in- 
vestments are few. 

If appraisers would refuse to give off- 
hands, or charge a paying fee for a 
careful offhand, which would really be 
an appraisal, these practices might be 
stopped. However, that is almost too 
good to be hoped for, and so far ap- 
praisers have not agreed to it. 

There is another way of correcting 
this and it rests with the loaning com- 
panies. That would be for them to re- 
tain an outside appraiser whose opinion 
they are willing to take as a criterion 
of value. If a loan is submitted to them 
which they think well of, let them call 
up the appraiser and get an offhand 
from him. If the offhand approximates 


MBA GOVERNOR 





C. W. MEAD 


C. W. Mead was elected to MBA’s 
Board of Governors in 1937. He is a 
native Nebraskan and entered country 
banking in 1904. In 1919 he moved to 
Omaha to become secretary of the 
Omaha Trust Company, then an affiliate 
of the Omaha National Bank. In 1933 
he assisted in the organization of The 
Nebraska Bond & Mortgage Corporation 
which he now heads as president. This 
corporation is engaged principally in 
negotiating and servicing mortgage loans 
and in managing farms in Nebraska, 
Iowa and Minnesota. He is president of 
the Nebraska Mortgage Bankers Associa 
tion, a member of the Agriculture Com- 
mittee of the Omaha Chamber of Com- 
merce, the Omaha Real Estate Board, and 
the Omaha Advisory Committee of the 
RFC Mortgage Company. 


their own opinion, they could take the 
loan under option at a certain figure. 
(Now this last is very important. If the 
companies would demand an option on 
a loan for a certain given time, that 
would prevent an auction sale of that 
loan at least until that company had 
made up its mind to take it or leave it.) 
If the outside appraiser differs slightly 
with the opinion of the company’s ap- 
praisers, the loaning committee should 
take the responsibility of loaning on 
their own opinion. They use that dis 
cretion in not giving the full percentage 
of the outside appraiser's figures, so 
why should they not differ with him on 
the high side, particularly if they like 
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WHAT THE NEW AMENDMENTS 


MEAN TO FHA 


The Agency’s Administrator Expects a Virtually Unchanged Program 


HE National Housing Act Amend- 

ments of 1939, which have just be- 

come law, assure the continuance of 
a well-rounded national home financing 
program under the Federal Housing Ad- 
ministration’s insurance plans. 

The program in its present form, 
which started in February 1938 and 
which was due to undergo rather 
sweeping changes next July 1 had not 
the new amendments been enacted, will 
now go on virtually unchanged for the 
next two years. 

The primary features of the National 
Housing Act amendments of 1939 are: 

1. Authorization for the President to 
increase to $4,000,000,000 the amount 
of outstanding mortgage insurance obli- 
gations the FHA may have at one time. 
The present limitation is $3,000,000,- 
000, and the outstanding principal obli- 
gation at this time is approximately $1,- 
400,000,000, not including approxi- 
mately $400,000,000 in outstanding 
commitments to insure. 

2. Continuation of the FHA’s author- 
ity to insure mortgages on existing con- 
struction until July 1, 1941. Homes 
financed with FHA-insured mortgages 
will continue to be eligible for FHA 
financing indefinitely. Restriction of the 
proportion of future insurance involv- 
ing ex‘sting construction will not mean 
any reduction from current levels in 
this type of business. 

3. Requirement that in the refinane- 
ing of mortgages the applicant for in- 
surance must file a certificate that the 
mortgage holder has refused to grant 
him equally favorable terms. This pro- 
vision will prevent any harmful port- 
folio raiding. 

4. Extension indefinitely of the 
authority of the FHA to insure mort- 
gages on small homes involving mort- 
gages of not more than $5,400 for terms 
up to 25 years. Under the old bill the 
maximum maturity of 25 years reverted 
to 20 years, as of July Ist. The 25-year 
maturity means a savings in monthly 
charges in a crucial cost range. 

5. Authorization to continue for two 
years beyond June 30 the insurance of 
lending institutions against loss on mod- 
ernization loans up to $2,500 each. 
There is a new provision empowering 


By STEWART McDONALD 


the Administrator to charge an insur- 
ance premium not in excess of three- 
fourths of one percent to off-set a por- 
tion of operating expenses and losses in- 
curred under this Title I insurance. 

6. Establishment of a prevailing wage 
scale to be determined by the Secretary 
of Labor on large-scale projects (Section 
207). 





N this article Mr. McDonald, 

Federal Housing Administra- 
tor, explains the National Hous- 
ing Act Amendments of 1939 
and their significance for mort- 
gage men and FHA lenders. This 
is probably the first editorial 
contribution to come from FHA 
since the Amendments became 
law and was prepared especially 
for THe Morteace BANKER. Mr. 
McDonald lists the eight pri- 
mary features of the amend- 
ments. Later in his discussion 
he takes up the outlook for resi- 
dential building in 1939 as he 
sees it from mid-year and makes 
some optimistic forecasts. MBA 
members have already received 
from the headquarters office the 
act as amended in booklet form. 





7. Revision of the conditions under 
which insurance may be granted on 
mortgages covering large-scale projects. 
These changes generally write into the 
law practices already followed, such as 
limiting the amount of the insured 
mortgage to the estimated cost of the 
buildings, thus preventing any part of 
the land value being covered by the 
loan. 

8. Repeal of Section 210 under which 
the Administrator was authorized to in- 
sure mortgages under special conditions 
in the price range up to $200,000. It 
has been found that worthy projects 
usually can be financed more satisfactor- 
ily under Section 207. 

As I see it, this legislation should re- 
move any doubt on the part of the resi- 
dential construction industry or of in- 
dividual lending institutions and home 
buyers and builders. I believe all con- 
cerned may go forward with confidence 


that financing facilities available to them 
in the past year will still be at their dis- 
posal. 

The Senate Banking and Currency 
Committee in its report recommending 
passage of the Act stated the case suc 
cinctly: “Such continuance directly con 
cerns the orderly progress of recovery 
and employment and the opportunity 
of American families to obtain better 
living standards.” 

It is now generally recognized, in my 
opinion, that the Housing Act amend- 
ments of 1938 were the chief cause of 
the healthy expansion of residential 
construction which began in March 
1938. This improvement in home build- 
ing has gone ahead at a surprisingly 
steady and well-ordered pace. There 
has been a very broad recovery in build- 
ing throughout almost every area in the 
nation; at the same time there does not 
seem to be any evidence of run-away 
expansion, even though some areas have 
experienced extraordinary gains. 

For example, in the last week in May, 
which corresponds with the Spring 
peak in point of small home mortgage 
insurance applications a year ago, our 
figures were still running ahead of 1938. 
But the big gains have occurred in the 
Middle-Western and South-Western 
States, and losses from a year ago are 
being registered in many of the large 
areas on the Eastern and Western sea- 
boards where the largest amount of 
building was taking place last year. I 
think this is an encouraging and healthy 
sign. 

During May more houses went under 
construction under FHA inspection 
than in any other month in our experi- 
ence, and the last week in May was the 
largest week of all. In fact more than 
500 FHA-inspected houses went under 
construction each working day on the 
average in May. 

I see no reason why 1939 should not 
exceed 1938 residential building by 
around 25 percent, bringing the total to 
something like 425,000 non-farm dwell- 
ing units. There have been a number 
of figures published lately as to the need 
for houses and the probabilities for con- 
struction this year. Some of these 
figures on estimated volume are far 
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ahead of the estimate which I have just 
made, even as to single-family homes 
alone. 

I think we should be cautious in our 
estimates, since there are still many 
reasons why we cannot expect im- 
mediately to approach the volume of 
building which took place in the middle 
Twenties. And I think it is obviously 
well for us to make careful rather than 
violent progress. 

It will be recalled that the chief 
reasons lying behind the tremendous 
building boom of the middle Twenties, 
when a total of 900,000 dwelling units 
was reached in one year, are reasons 
which no longer play an important part 
in the picture. During the war, home 
construction was generally held up. 
Another reason was the enormous flow 
of population to the large metropolitan 
areas, resulting in an increase in urban 
families far exceeding the increase in 
total American population or families. 
This was a movement brought about by 
war industry, industrial growth, and 
other factors and is not now a strong 
influence in the housing field. 

Another factor present fifteen years 
ago but not present now was the specu- 
lative temper of the country which ex 
tended into the field of residential real 
estate and induced a_ considerable 
amount of speculative building perhaps 
not really justified. 

Of course, the reduced importance of 
these factors does not necessarily mean 
that we will not some day in the future 
approach and perhaps even exceed the 
peaks of the 1920's. New factors are 
gradually appearing which will stimu- 
late residential building. 

In the first place, interest rates and 
financing costs generally are today the 
lowest in history, and there is every 
reason to assume that this situation will 
continue; naturally, this is of great value 
in enabling families of modest incomes 
to purchase their own homes. The 
small down payment, the absence of 
second mortgages and excessive fees, 
and the general guidance and protection 
to the public available under the FHA 
plan, all should stimulate home building 
as time goes on. 

Furthermore, great technological 
progress is being made, slowly but 
steadily, in the construction of small 
dwellings; and it may be that sometime 
during the next decade this improved 
housing, if combined with cheap finance 
ing costs and rising consumer purchas 
ing power, will result in a substantial in- 
crease above the current home building 
levels. Current levels will be exceeded 
when private industry solves the prob 
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lem of building sound houses for people 
who cannot buy homes costing more 
than $2500. 

It is altogether likely that the num- 
ber of one and two-family houses built 
in 1939 will exceed the number built in 
1929. In the latter year 509,000 non- 
farm dwelling units were constructed, 
and this year we estimate 425,000 or 
slightly more. But a much larger part 
of the total in 1929 consisted of apart- 
ment house units than will be the case 
this year; the number of one and two- 
family houses will be just about the 
same or slightly greater this year. In 
other words, as far as individual homes 
are concerned, we have actually re- 
covered all the ground lost since the 
financial collapse of 1929, even though 
we have yet found only a partial answer 
to the question of construction and 
sound financing of large-scale residential 


buildings. 





“— see no reason why 1939 
should not exceed 1938 resi- 
dential building by around 25“, 
bringing the total to something 
like 425,000 non-farm dwelling 
units... 1 think we should be 
cautious in our estimates, since 
there are many reasons why we 
cannot expect immediately to 
approach the volume of build- 
ing which took place in the 
Viddle Twenties,” Mr. McDon- 
ald declares. 





As for the FHA itself, | am looking 
forward to a _ continued satisfactory 
volume of business, showing a good in- 
crease over last year. The condition of 
our reserves remains satisfactory; we 
have more than $25,000,000 in the 
Mutual Mortgage Insurance Fund and 
the net charges against the fund are still 
less than $200,000. Our income in the 
next fiscal year beginning July 1 will 
exceed our administrative costs by five 
or six million dollars, the amount de- 
pending partly upon the revenue from 
the new premium on Title I loans. We 
will be able to pay the major part of 
our expenses and add a_ substantial 
amount to our reserves. 

At the present time we are looking 
forward to an active Summer in repair 
and modernization. Industry generally 
is pushing this type of work. Title I in- 
surance has been extended for two years 
beyond June 30, with a premium up to 
three-quarters of one percent to be paid 
by lenders for the privilege of being 


insured against loss by the FHA. We do 


not believe that this premium will 
greatly reduce the number of lenders 
interested in making Title I loans, since 
the yield on this type of credit will still 
be highly favorable. 

All in all, there is very little doubt 
but that 1939 will be an eminently good 
year in the whole field of home building 
and home financing, as well as moderni- 
zation. We have come a long way since 
the rock-bottom days of 1933 and 1934: 
and although we have many problems 
yet to solve, we know now that these 
problems can be solved. 


HAS GLOOMY VIEW 
OF REAL ESTATE 


The United States Investor, which 
speaks the mind of Boston and New 
England investors, presents a dissenting 
opinion about the trend of real estate 
today. It says that: 

“There is considerable question in our 
minds whether the recent comments by 
financial writers and economists on the 
real estate outlook in an optimistic vein 
are either warranted or in the public in- 
terest. The truth is that real estate has 
been so much the worst sufferer of any 
industry in the past few years, and has 
so little assurance that its period of tor- 
ture is yet complete, that any major re- 
covery of real estate is a long distance 
away. Not until people with means or 
institutional investors with abundant 
funds look with favor again upon putting 
their money into real estate equities can 
there be any revival of real estate worth 
mentioning. 

“We speak of real estate as having 
been put to the torture in recent years. 
That expression is not an extravagant 
one. One unpleasant development after 
another has seemed to indicate that fate 
has an almost devi ish ingenuity at de- 
vising unpleasant things for real estate 
owners. Taxes, of course, have brought 
the worst suffering. The rising costs of 
government have fallen far more heavily 
on real property than on any other kind. 
A few years back, the normal condition 
was for taxes to absorb approximately 
one-third of the income of a city prop 
erty, and to leave the other two-thirds 
for the mortgagee and the owner. To- 
day, taxes absorb twice what they used 
to take. Unfortunately this does not 
mean that the toll collected by taxes is 
now two-thirds of the income. It is much 
more likely to represent the entire in- 
come, because reduced rents have already 
wiped out that other one-third of the 
former net income. 
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TINY HOLLAND’S EXPERIENCE IN 


SUBSIDIZED HOUSING FOR LOW INCOME GROUPS 
It’s Been Successful But Would It Be Adaptable To The U. S.? 


EFORE the Dutch Housing Act 

was passed in 1901, housing condi- 

tions in Holland were particularly 
bad. In the second part of the nine- 
teenth century, because of the Industrial 
Revolution, there was a sudden expan 
sion of urban population and conse- 
quently a growing housing need in the 
cities. Speculative builders provided on 
a large scale tenement houses for the 
workers, badly planned and shoddily 
built, which soon became overcrowded 
because of the shortage. Meanwhile the 
slum dwellings proper, which date from 
in earlier period, were let at high rentals. 

The Government pursued a hands off 
policy. 

In 1899 the staggering fact was 
brought to light by the Census that 
more than 80 percent of the lower in- 
come groups in our country were living 
in dwellings containing one or two 
rooms only. 

Thus the Housing Act of 1901 was 
born of social need. In speaking of the 
Act, I will confine myself for the greater 
part to the work of the public housing 
society, which forms an important part 
of the activities of the municipalities. 

Our legislation started in recognition 
of the fact that private enterprise and 
private capital did not supply the de- 
mand for decent houses at reasonable 
rents for the lower income groups. The 
remedy was: publicly controlled housing 
under legislative regulation based on 
the following three conceptions: 

1. Housing, being a matter of na- 
tional importance, is to be regulated by 
national law, and national funds are to 
be made available for it. 

2. The carrying out of the measures 
is a matter of local responsibility. The 
initiative is to be in the hands of muni 
cipal and other local au’horities. 

3. The responsibility for housing prog- 
ress rests not only on the Government, 
but also on the citizens. The citizens 
themselves are to take their part in the 
work, and with that objective they may 
organize themselves in‘o public housing 
societies. 

This means in short: centralization in 
regulation; decentralization in execution; 
enlistment of the zeal of the inhabitants. 


By JAN BOMMER 


Our public utility housing societies 
are based on the principle of no profits. 
They may only aim at housing improve- 
ment and nothing else, and their mem- 
bers may have no financial interest in 
their projects other than a sma'l divi- 
dend on their shares. 





LL over the world one of the 

foremost social problems oc- 
cupying men’s minds is the ques- 
tion of better housing for the 
lower income groups. It is an old 
story in The Netherlands where 
authorities have been at work 
on it for nearly four decades. 
What they have accomplished, 
and how, Mr. Bommer tells 
here. He is a member of the 
Amsterdam city council, and ex- 
ecutive director of the National 
Housing Council of The Nether- 
lands. He recently spoke before 
Chicago’s Metropolitan Housing 
Council and New York’s Nation- 
al Public Housing Conference. 
The former organization is 
headed by Ferd Kramer, vice 
president, Draper and Kramer, 


MBA members. 





There are several limitations to safe- 
guard this non-profit character, with re- 
spect to finance, administration, person 
nel and membership. Several of them 
are quite the same as the New York 
State Housing Act provides with re- 
spect to public dividend housing com- 
panies. 

The societies are required to have a 
snecial certificate from the Government. 
Without suth a certificate public funds 
are not available to them. As for the 
financial system, the Act empowers the 
Government to make loans for building 
purposes and for the acquisition of land. 
These loans may cover up to 100 per- 
cent of the actual costs of a project. 

The Act does not require equity. 

When a society has initiated a build- 
ing project it asks the municipality for a 
loan. If the municipality agrees to the 
project—after examining the scheme 
and checking the estimates, of course 
it applies in turn for a loan to the 


Government. When the Government 
also has approved the project, the loan 
is granted to the municipality and by 
the municipality to the society. Hence, 
state loans are never granted to the 
societies directly but always via the 
municipality, and the latter stands 
security for the payment of interest and 
amortization. 

Building loans are repayable in 50 
years, loans for the acquisition of land 
in 75 years. The interest is fixed at a 
rate corresponding to that at which the 
state secures its money. It is now 314 
percent. Besides these loans the Act 
empowers the Government to grant 
yearly subsidies. Half of these subsidies 
are paid by the government, the other 
half by the municipality. However, 
since 1924 yearly subsidics have been 
granted only for houses built in conjunc- 
tion with slum clearance. Houses con- 
structed apart from this must pay their 
way. 

Tax exemption is not granted in Hol- 
land. 

Municipalities play an important part 
in the financing of the housing work. 
They act as intermediaries between 
government and societies; they super- 
vise societies and stand security for the 
loans. 

On the other hand, they have the 
right to take over the real property of 
a society at any time, with the debts in 
qvestion of course. In the future this 
will prove to be of great importance. 
After 50 years the building loan will be 
repaid; expenses will decrease accord- 
ingly, and the letting of the houses will 
then undoubtedly provide the munici- 
palities with considerable profits for 
several years. The municipality, taking 
over the property at this time, will 
secure those profits. The first houses 
built under the Housing Act are now 
34 years old, so that after 16 years this 
source of revenue for the municipalities 
will begin to be productive. 

The guiding principle of our financial 
system is that it is the community that 
provides the money, it is the community 
that runs the risk for this money, but 
it is also the community that benefits 
from such profits, as may be expected 
in the future. 
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I should point out, by the way, that 
the houses cannot be purchased by 
members or tenants of the society. For 
the sake of good housing we prefer 
them to remain under public control. 


Progress Slow at First; 
Many Apathetic 


In the first years following the pass- 
ing of the Housing Act not much was 
done in public housing. Municipalities 
were not always willing to assist, and 
public opinion was not yet ripe. The 
Act was, as it were, in advance of its 
time. Only a small number of societies 
were founded, and all of them were 
formed by sympathizers, i.c., well-to-do 
people taking interest in low-rent hous 
ing. 

More and more it became evident 
that achievements on a large scale 
would not be affected if they, who are 
the most interested —the prospective 
tenants themselves—-did not put their 
shoulders to the wheel. 

In 1906 the first cooperative housing 
society, formed by municipal employees 
in Amsterdam, applied to the govern- 
ment for certification. This novel ap 
plication came in for wide and lengthy 
discussion. There were many people 
who doubted if such great responsibil- 
ity could be placed in the hands of per- 
sons in the lower income groups, but in 
the end the certificate was granted 

Since then a great number of co 
operative societies have been founded 
and now they form the majority of our 
one thousand public housing societies 
and they are, as it were, the driving 
power of the Dutch housing movement. 

Members of these cooperative societies 
are, in general, workers with decent 
average wages, such as those in the civil 
service, building trades, garment indus 
try, transport and so on. The dwellings 
are allotted to the members of the so 
ciety according to membership seniority. 

The members elect from among 
themselves the executive board. More- 
over, in many societies the tenants of the 
various blocks of houses appoint from 
their number a so-called tenant’s com- 
mittee, which advises the executive 
board, supervises the manner in which 
the houses are occupied, composes differ 
ences between neighbors, organizes 
courses of instruction, children’s festi- 
vals, ete. 

In some societies workers and intel- 
lectuals cooperate satisfactorily, there 
existing beside the executive board con- 
sisting of tenants, a supervisory board, 
also appointed by the members of the 
society, consisting of intellectuals inter 
ested in low rent housing 
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Here's how a housing society tackles 
its task: 

When a society sets out to build a 
group of houses, the first thing to do is 
to appoint an architect. In consultation 
with the executive board, the architect 
makes a provisional plan. This plan 
must conform to the view of the muni- 
cipal housing authorities (director muni- 
cipal housing department). At the same 
time the question of the selection and 
acquisition of the building site is dealt 
with. Our larger cities nearly always 
possess vast areas of land, purchased in 
the course of time, or taken over by 
eminent domain for the development of 
the city. 


“Master Plans” for Cities to 
Govern Future Growth 


Under the Act of 1901, it is required 
that every city of 10,000 population or 
more, or other communities which have 
been rapidly growing during a period of 
years, must have a “Plan of Extension” 
of a Master City Plan, which will set 
forth the guiding principles which 
should control the future development 
of such towns. Amsterdam has pre- 
pared a Master Plan, anticipating, in 
a general way, the development of the 
city until the year 2000. More detailed 
plans are prepared for periods of five 
or ten years, taking into consideration 
such changes which may occur from 
time to time and which necessitate keep 
ing the plan flexible. Consequently, no 
government loans or grants for any 
public improvement will be granted un 
less such city plans have been prepared 
and unless such improvements conform 
with the plan of the city. 

When the municipal authorities have 
approved the plan, it is discussed with 
the housing expert of the national gov- 
ernment and when the latter has also 
approved, the loan is granted by order 
of the municipal council. At the same 
time, a decision is taken about the build- 
ing site. The municipal council, as a 
rule, decides to lease it to the society 
for a term of 50 years, in which case 
the society only requires a joan for the 
building of the houses. The payment 
of the lease is covered by the rentals of 
the houses. 

In the meantime, the provisional plan 
has been worked out in detail by the 
architect of the society in consultation 
with the municipal housing officials. 
Subsequently, tenders are invited by 
public notice and, as a rule, one of the 
offers is accepted, i.e., if the municipal 
authorities approve this acceptance. The 
construction of the project is in the 


hands of a contractor under the direc 
tion and supervision of the architect of 
the society. 

From beginning to end the society 
cooperates with the municipal housing 
department and is closely supervised by 
the latter. The management of the 
houses is also regularly supervised by 
the municipality, and a great proportion 
of the decisions, which the executive 
hoard of the society may make, are sub- 
ject to the approval of the municipal 
authorities. 

Our system of cooperative housing 
societies has become a great success. It 
has proved an efhcient manner of house 
management and, in view of this, | 
would stress the fact that housing work 
is not only a matter of building houses, 
but that the management is of at least 
equal importance. The system has also 
shown advantages of another kind. 

Tenants have obtained a say in things 
and at the same time have developed a 
sense of responsibility for a project 
which they never will acquire in houses 
managed directly by municipal authori- 
ties. Workers elected to the boards 
have also learned not to make demands 
without reckoning with their feasibility. 
In this way the housing societies have 
advanced the general education of the 
working people. 


About 220,000 Houses Built 
Under Housing Act 


At the same time the working masses, 
for their own part, have shown that 
among them there are thousands of 
men, not only willing to render their 
service for common welfare quite dis- 
interestedly, but also perfectly com 
petent to do this important work. 

The system is a thoroughly demo- 
cratic one. Every society forms, as it 
were, a small democratic community 
governed by the freely elected repre- 
sentatives of its members. It is no won- 
der that in democratic Holland this sys- 
tem has developed in such a great style. 

Under the Housing Act societies and 
municipalities together have constructed 
about 220,000 houses (for the U. S. 
that would proportionately mean almost 
3% million houses). About 15 percent 
of the families in the lower income 
groups are living in municipal or society 
houses; in Amsterdam, 22 percent. 

The greater part of this work—about 
75 percent—has been done by societies. 

The society houses, in so far as they 
were built before the war or after 1924, 
are, as a rule, self-supporting. 

In Amsterdam societies are able now- 
adays to provide decent houses, paying 

(Continued page 7, column 2) 
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SLUM CLEARANCE ABROAD 


While the interest of mortgage and 
real estate men in this country centers 
more and more on the construction of 
new rental housing projects, Italy is ex- 
periencing a similar trend. In 17 Italian 
cities, 21,128 apartments contain:ng 80,- 
520 rooms are in construction. These 
are primarily slum clearance projects. 
Unsightly tenements are being torn 
down, and new buildings are being 
erected on their sites, and the same 
dwellers rehoused. This is a somewhat 
different situation from that existing in 
this country under the USHA, accord- 
ing to some of the protests now being 
made. Many are contending that the 
slum clearance projects in the United 
States often result in simply tearing 
down the tenement and:erecting in its 
place a building too expensive for the 
former tenant dwellers to afford. 


IN PASSING 


Supreme Court has decided that, in 
bankruptcy proceedings an FHA claim 
based on a defaulted note covering an 
FHA-insured bank loan does not have 
preferred status if the note was in the 
bank’s hands at institution of proceed- 
ings . . . Life insurance sales in April 
were down nearly 11 per cent, but first 
four months’ total is up 1.1 per cent. . . 

Washington wiseacres say FHA inter- 
est rates wont be cut as some have pre- 
dicted . . . Spring real estate sales are 
said to be good as reflected by HOLC 
experience . . . The agency sold 3,764 
properties in April, biggest month since 
establishment. 


THE DUTCH PLAN 
OF BIG HOUSING 


(Continued from page 6) 

their way, at rentals of less than F. 6 
a week for a house. In proportion to 
income this would mean about $6 
weekly in the United States. The in- 
comes of the workers per week is such 
that they pay about a fifth of it for rent. 

The Government has prescribed that 
the houses shall not be let to persons 
with incomes excecding seven times the 
amount of the rent. 

Houses built by the municipality for 
former slum dwellers are in general 
about 20 percent lower. 





S will be plain from reading 

Mr. Bommer’s article, slum 
clearance and _ subsidizing of 
housing in Holland and in this 
country are two different things 
entirely. “Since 1924,” he writes, 
“yearly subsidies have been 
granted only for houses built in 
conjunction with slum clear- 
ance. Houses constructed apart 
from this must pay their own 
way ... Tax exemption is not 
granted in Holland.” Houses 
built under society guidance and 
sponsorship cannot be pur- 
chased by tenants or society 
members because “for the sake 
of good housing,” Mr. Bommer 
says, “we prefer them to remain 
under public control.” 





Our system of housing under govern- 
ment control by means of society and 
municipal building has been in opera- 
tion for more than 30 years. It has 
proved effective under widely-divergent 
circumstances. It proved effective dur- 
ing the quiet years before the war but 
also in war-time, when building costs 
were raised by more than 200 percent, 
and it is still effective nowadays, when 
housing societies can provide again de- 
cent houses which pay their way. 

Through all these years the basic 
structure of our system has remained 
unchanged and I am sure, had we to 
make an entirely new start today, we 
should adopt the same system. Of 
course this is not to say that certain 
things could not have been done better 
in a little different way. 

In 1899 more than 80 percent of the 
lower income groups-—the poor, the 
manual workers, the “white collar” 
workers-—were living in houses contain- 
ing only two rooms or less. In 1930 the 


census revealed that this figure had 
been reduced from 80 to about 25 per- 
cent. In 1899 about 25 percent of all 
dwellings in Holland contained only 
one room, by 1930 this proportion had 
dropped to 4 percent. 

These figures indicate an enormous 
progress in housing, all along the line, 
in a comparatively short time, and I 
doubt if any other country in the world 
has surpassed this record. 

For the Dutch people the progress in 
hea!th, in morals and in happiness cannot 
be expressed in figures. It’s no wonder 
that this work in practice is supported 
by, I may say, all political parties in our 
country. 

Although general conditions are quite 
different in our two countries, at bottom 
we have the same problems, the same 
difficulties and the same troubles. 

We in Holland are greatly interested 
in the enormous housing problem of the 
United States. We have always been 
impressed by your energy, your in- 
genuity and your technical perform- 
ances. We are therefore confident that 
you will succeed in solving your hous- 
ing problem and achieve lasting and 
beneficial results in the process. 

In an early issue of THE MORTGAGE 
BANKER will appear an article discussing 
the English housing boom and its status 
at the present time. 


“OVERHANGING” 
REAL ESTATE 

By CORWIN A. FERGUS 
The “overhang” is a vital factor in 
the real estate market. Most mortgage 
lenders have many times the amount of 
real estate today that they had 10 or 15 
years ago. With the exception of office 
buildings, most of this represents prop- 
erties acquired as a result of mortgage 





R. FERGUS’ comments rep- 

resent the latter part of an 
address he made recently on 
“Tools for Mortgage Lenders.” 
The first part was sent to mem- 
bers as our April “Article-of-the- 
Month.” Mr. Fergus is head of 
the FHLBB Divison of Research 


and Statistics. 





operations. Owning real estate is foreign 
to their operations and most of them are 
interested in reducing their real estate 
account. Now, just what is the volume 
of this overhang? What are the policies 
(Continued page 8, column 3) 
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STEVENS’ ANALYSIS OF LENDING TODAY 


(Continued from page 2) 


the location and know the builder. The 
law gives the committee the right to 
do so, and they should treat the outside 
appraiser's opinion simply as a guide to 
their own opinion. I believe they should 
get outside opinions, because I am per 
fectly confident that no institutional ap 
praiser can have as wide a knowledge 
and experience as an outside appraiser 
who is in touch, not only with that in 
stitution’s information but many others, 
together with the actual experience of 
buying, selling, leasing and other out 
side contacts. It can be seen from the 
foregoing that when a mortgage is 
made the three most interested parties 
are all lined up on the one side against 
the appraiser, actively inciting, or 
quietly hoping, that he will go over the 
top. 

There is a condition which has 
existed in this depression which did not 
exist to anything like the proportions 
in former depressions. That is the over- 
financing of properties in the boom 
twenties, thereby building up the fixed 
charges to a point where the property 
could not carry them on the first set- 
back, not because the real estate was 
not sound, but because the owners, en- 
couraged by the lenders, had over- 
loaded it and broken its back. In my 
father’s generation, if a man had a mort 
gage on his property his credit was 
seriously affected, and for that reason 
he borrowed as little as he could get 
along with and paid the mortgage off 
as soon as he could. One of the 
tragedies that was held up to children 
in books and plays was the foreclosure 
of a mortgage which involved the loss 
of the homestead. Even in the break of 
1906 and as late as the lean years of the 
war, 60 percent of conservative apprais 
als were high loans for the institutions. 
In consequence, foreclosures of first 
mortgages were few and the losses of 
the loaning institutions were nil. In 
fact, some of the companies made a 
profit on their foreclosure portfolio 

With the boom after the war and the 
erection of enormous buildings costing 
millions, it was necessary to finance 
the ventures not only with a first mort 
gage, but with a second and sometimes 
a third lien. Let us take a hypothetical 
building in the late twenties, worth 
say $10,000,000 and probably costing 
$9,000,000. Such a proposition would 
show a net income probably in the 
neighborhood of $1,000,000 to $1,100,- 
000. A conservative first mortgage 


would have been $6,000,000 at 5 per- 
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cent and 2 percent amortization or a 
total of percent. There probably 
would be a second mortgage on top of 
that, running anywhere from $2,000,- 
000 to $4,000,000 depending on the 
ability to sell the issue; but say $3,000,- 
000 to be conservative, carrying 6 
percent, the lien to be paid off in 20 to 
25 years, necessitating amortization of 
about 4 percent. The interest and am- 
ortization on the first mortgage requires 
a fixed charge of $420,000. The second 
issue was sold on the basis that its in- 
terest and amortization was more than 
two times earned. Its interest and am- 
ortization is $300,000, 6 percent and 4 
percent, and therefore the property's 
net income must have been somewhere 
in the neighborhood of $1,100,000. 





HE author thinks that a 
“dangerous situation in to- 
day's market is that we are in a 
time of low interest rates and 
mortgagees are demanding too 
small an amortization.” The 
chaotic conditions of the secur- 
ity markets, the low return of 
government, municipal and 
other bonds has caused many to 
turn again to real estate and this 
desire, he declares, “has become 
very acute and reached, in my 
mind, dangerous proportions.” 





There were appraisers who would have 
capitalized that on an 8 percent basis 
and appraised it for $13,000,000, on 
which basis the second mortgage would 
have been sold. Now the total fixed 
charges on that property are fixed at 
$720,000. Say the net rentals dropped 
50 percent or $500,000. The first mort- 
gage requirements are still looked after. 
The second financing is thin but there 
is still an equity. Now had the first 
mortgage been $7,800,000, 60 percent 
of $13,000,000, which many of them 
were, the first mortgage would be in 
trouble and a perfectly good piece of 
property would be blamed for not being 
able to support a first mortgage. 

Foreclosures hurt real estate. Inves- 
tors who have lost their real estate by 
foreclosure do not reason the 
but blindly blame real estate as a poor 
investment. Over-lending hurts the 
good name of real estate. Calm judg- 
ment in lending under present condi- 
tions is essential to prevent a repetition 
of over-financing. 


causes 


“OVERHANGING” 
REAL ESTATE 


(Continued from page 7) 

and sales programs of the holders? Is 
there danger that too much of it will be 
put on the market and thus retard real 
estate recovery? The HOLC is intensely 
interested in this and is making every 
effort to synchronize real estate offerings 
with local conditions in a manner that 
will not upset normal real estate recov- 
ery. Local real estate conditions are 
taken into careful consideration in fixing 
sales quotas and, although as of March 
1 we had sold in excess of 30 percent 
of the properties which we have been 
forced to acquire, they have been fed 
into the market so gradually that they 
have not retarded real estate recovery. | 
do not believe we will have a healthy 
real estate market until the bulk of insti- 
tutional overhang has been absorbed. 
Therefore, look for the volume of the 
local overhang, who holds it, and the 
policies of the holders. 

Coupled with this question of over- 
hang is the matter of foreclosures. The 
national trend has been decreasing since 
the middle of 1934 and the trend is still 
downward. These are, of course, local 
variations from the national trend. 


Sees Real Estate Taxation 
As a Vital Sore Spot 


And then there is the matter of real 
estate taxation. Probably no phase of 
FHLBB surveys has brought to light 
more startling facts than our study of 
real estate taxation. In some cities the 
effective tax rate is as high as $60 or 
$70 per $1,000 and it has had a most 
detrimental effect on sales and rentals. 
This is just one more reason why, in a 
great many communities, people are 
moving out of the corporation limits 
into the suburbs. There is a great diff- 
erence between the legal and the effec- 
tive rate of taxation. Odd as it may 
seem, the effective tax rate often varies 
a great deal in certain sections of the 
city. We frequently find that good 
houses built 15 or 20 years ago are as- 
sessed far above their market value. 


Along with the tax problem is the 
matter of special assessments. A great 
many cities have so-called “beneficial” 
tax zones. In too many cases we find 
these zones overlapping one another. If 
you want a good illustration of the 
effect this has on the sale of property in 
these zones, ask any man from Los 


Angeles. 















